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ABSTRACT
Although firm growth is an old issue, very limited number of
studies have found on the issues of small firm growth. Studies in
many countries have focused on some specific growth factors
and no comprehensive research on this issue is available to draw
a conclusion. Based on the concept of the theory of ‘Resource
Based View (RBV)’, current study motivated to see how the
resources like finance and financial literacy of owner-manager
affect financial growth of small firms and the role government
support plays in that relationship. Data was collected through
questionnaire from 407 owner-managers of small firms. Using par-
tial least squares, the study found that both finance and financial
literacy has strong positive relation with small firm financial
growth. Astoundingly, the study uncovered that government
support does not moderate the relationships between finance,
financial literacy and small firm financial growth in the expected
way, which the study argues to be a result of the seemingly
weakness of the government support distributions. Therefore,
policy makers and practitioners should ensure the better access
to financial resources of small firms and required financial literacy
of owner-managers as well as effective government support for
fostering more growth of small firms.
RÉSUMÉ
Bien que la croissance des entreprises soit une question ancienne,
tres peu de recherches ont examine la question de la croissance
des petites entreprises. Dans de nombreux pays, les etudes se
sont concentrees sur certains facteurs specifiques de croissance,
et aucune recherche exhaustive sur cette question n’est disponi-
ble pour que l’on puisse en tirer une conclusion. Basee sur la
theorie de la « vue basee sur les ressources (RBV) », cette etude a
ete motivee par la volonte d’examiner comment les ressources,
telles que la finance et les connaissances en matiere de finance
des proprietaires-gestionnaires, impactent la croissance financiere
des petites entreprises, et le rôle joue par le soutien gouverne-
mental dans ce rapport. Les donnees ont ete collectee par le biais
d’un questionnaire soumis a 407 proprietaire-gestionnaires de
petites entreprises. En utilisant la regression par moindres carres
partiels (PLS), l’etude a revele que la finance comme les
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connaissances en matiere de finance ont un fort impact positif
sur la croissance financiere des petites entreprises. Etonnamment,
l’etude a egalement revele que le soutien gouvernemental ne
joue pas un rôle de moderateur concernant le rapport entre la
finance, les connaissances en la matiere et la croissance financiere
des petites entreprises de la façon attendue, ce qui resulte, selon
l’etude, de l’apparente faiblesse des systemes de distribution de
ce soutien. Par consequent, les decideurs et les praticiens politi-
ques devraient garantir un meilleur acces des petites entreprises
aux ressources financieres, et des proprietaires-gestionnaires aux
connaissances financieres requises, de même qu’un soutien gou-
vernemental efficace pour stimuler la croissance des petites
entreprises.
1. Introduction
The significant role of small firms in the sustainable growth, employment creation,
entrepreneurship development, and export earnings of developing economies has
been well-accepted by the scholars (Mamun, Hossain, and Mizan 2013). Small firms
are the majority among the small and medium enterprises of an economy. In
advanced economies, small and medium enterprises contribute more than 65% of
total employment and more than 50% to gross domestic product (GDP)
(Weerakkody 2014). On the contrary, in the low income countries small and medium
enterprises contribute more than 70% of total employment and more than 60% of
GDP. If we look at middle income countries, 95% of total employment and 70% of
GDP are contributed by small and medium enterprises (Subhan, Mehmood, and
Sattar 2013). Bangladesh is a lower-middle income country, in which its small and
medium enterprises sector account for 90% of the private sector enterprises and con-
tributes to 25% of its GDP, to 40% of its gross manufacturing output, and to 25% of
its total labor forces’ employment (Alo 2014, Februry 7).
Greater contribution of the small and medium enterprises sector necessitates the
growth of the small firms. Hence, the issue of small firm growth and its determinants
has attracted considerable amount of scholarly attention in the recent years. However,
the concerned literature is still fragmented and yet to establish a specific theory
explaining small firm growth (Olaore 2014). The lack of a single overarching model
that could explain small firm growth has been pronounced by many researchers
(Dobbs and Hamilton 2007; Omar, Lim, and Basiruddin 2014). Researchers of differ-
ent field explain firm growth from various corners and also try to develop many per-
spectives. Their contributions can broadly be described by two viewpoints. A good
number of researchers suggest that the growth of a firm is linear or predictable
whereas the other groups of researchers consider it as opportunistic or unpredictable.
These are mainly due to the heterogeneous concept of growth to the different entre-
preneurs (Gupta, Guha, and Krishnaswami 2013).
Since firm can grow in different ways, the growth of a firm follows a multidimen-
sional phenomenon with various determinants (Delmar, Davidsson, and Gartner
2003). As small businesses around the world do not have the same characteristics,
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their growth is multifaceted and could be differentiated in terms of the nature of gov-
ernment support they get, it has been quite difficult for researchers to conclude with
a specific set of factors. Based on the theoretical concept in the Resource Based View
(RBV), the current study intends to see how the resources affect the growth of small
firms operating in Bangladesh and how the government support plays a role in this
effect. According to the concept of the RBV, the two important resources (financial
resources and financial literacy of the owner-manager) have been used to formulate
the research framework.
Small businesses all over the world face the scarcity of internal and external finan-
cial resources (Beck, Demirg€uç-Kunt, and Maksimovic 2005; Malo and Norus 2009;
Rahaman 2011; Raravi, Bagodi, and Mench 2013). The degree of this financial con-
straint varies depending on the nature of business and the countries. Developing
countries are found to face more constraints than that of the developed countries
(Delberg 2011). Like other developing countries, financing has been identified as a
major issue for small firm growth in Bangladesh (Akterujjaman 1970; Chowdhury,
Azam, and Islam 2015) as this sector has much restricted access to finance in formal
institutional sources in Bangladesh (Islam, Yousuf, and Rahman 2014). The issue of
small firm financing problem in Bangladesh has been indicated in many studies
(Choudhury and Raihan 2000; Ahmed 2004; Rabbani and Suleiman 2005; Alam and
Ullah 2006; Chowdhury 2007b; Chowdhury and Ahmed 2011; Zaman and Islam
2011; Khan et al. 2012; Mamun, Hossain, and Mizan 2013; Uddin and Bose 2013;
Haider and Akhter 2014; Islam, Yousuf, and Rahman 2014). However, particularly for
developing countries like Bangladesh, no study, to the best of authors’ knowledge, has
documented the impact of finance on small business growth. Therefore, it is neces-
sary to see the impact of finance on the small firm growth in Bangladesh.
Empirical studies reveal the lack of financial literacy among the owner-managers
of small businesses in most of the advanced and developing economies (Cole,
Sampson, and Zia 2009; Lusardi and Tufano 2009). The lack of financial literacy
restrict people from access to information about financial products and services
(Beck, Demirguc-Kunt, and Martinez Peria 2007; Miller et al. 2009). Also in
Bangladesh, most of the owner-manager of small businesses lack financial literacy
that may result poor financial access and management. More specifically, Chowdhury
(2007a) highlights that most of the owner-manager lack proper knowledge on credit
sources and terms and conditions that results them to have a limited access to the
formal credit. Thus, Choudhury (2014) rightfully indicates the lack of financial liter-
acy as a major barrier to financial inclusion, which in turn may influence the growth
of the small firms. Despite such indication, the literature on the influence of financial
literacy on small firm growth is very rare, if any, in the context of Bangladesh.
Hence, this study attempts the scholarly documentation of such relationship.
Government plays a pivotal role for developing the small firms both in developed
and developing countries (Handoko, Smith, and Burvill 2014). Realizing the import-
ance of the small firms, each government has their own policy initiatives often with a
package of supports including the enhancement of access to finance and information,
development of infrastructures facilities, and ensuring the regulatory, legal and con-
ducive environment for small firms. The government of Bangladesh and its related
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agencies also have undertaken similar policy initiatives to support small firms
(Mamun, Hossain, and Mizan 2013). This study attempts to examine if the supports
from the government effectively enhance the influence of finance and financial liter-
acy on small firm growth.
2. Objective of the study
The study intents to explore the impact of resources on the financial growth of small
firms operating in Bangladesh. The specific objectives of the study are to:
i. Examine the relationship between finance, financial literacy of the owner-man-
ager, and small firm financial growth.
ii. Examine whether government support enhance the relationship between finance,
financial literacy of the owner-manager, and small firm financial growth.
3. Literature review
The theory of RBV (Barney 1991) considers the firm as the bundle of resources and
suggests that resources that a firm has are the primary determinants for its growth or
performance. The resources describe in the RVB can be tangible that include assets,
capital, financial, human resource, etc. or intangible that include skills, knowledge,
strategy, information, business process, reputation, patent and others (Runyan,
Huddleston, and Swinney 2006). This article considers tangible (financial resource)
and intangible (financial literacy) resources to show their impact on the growth of
small firm as well as government support that may play an important role in the out-
come of these resources.
From its inception to till date, a considerable amount of studies those focus on
firm growth significantly use RBV theory for their theoretical framework
(Weinzimmer, Nystrom, and Freeman 1998; Delmar 2006; Kelliher and Reinl 2009;
Achtenhagen, Naldi, and Melin 2010). Many studies explain the relationship of firm
resources and capabilities with its growth and find a diverse relationship (Gibb and
Davies 1990; Conner and Prahalad 1996; Churchill and Mullins 2001; Aragon-Correa
and Sharma 2003; Davidsson, Delmar, and Wiklund 2006). Study of Gottschalk
(2007) concludes that the resources of a firm have significant influence on firm per-
formance. Moreover, Mac An Bhaird (2010) suggests that the RBV is more relevant
in the field of SME due to the importance of intangible resources.
3.1. Finance and small firm growth
A large body of literature on different countries showed that there is a good associ-
ation between finance and the growth of small firms. Some studies highlighted that
the availability of finance is the prime factor for the success and growth of SMEs
(Cook 2001; Ou and Haynes 2006). By analyzing the sample from the listed and
unlisted small firms, Chittenden, Hall, and Hutchinson (1996) showed that finance is
significantly related with the growth of small firms. Mambula (2002) and Yazdanfar
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(2012) explored that the main barrier of growth for the micro and small firms is the
lack of finances. Some studies concluded that financing constraints have negative
influence on the firm growth (Beck, Demirg€uç-Kunt, and Maksimovic 2005;
Ayyagari, Demirg€uç-Kunt, and Maksimovic 2008). For example, Beck, Demirg€uç-
Kunt, and Maksimovic (2005) from their cross-country analysis revealed that firms
bear a 3% growth penalty that face finance as a main constraint compared to the
firms that do not face it. Another study in Eastern Europe revealed the interesting
findings that firms with access to formal financial institutions exhibit 9% higher
employment growth and 36% higher sales growth for the period of 2002 to 2005
(The World Bank 2009).
Empirically it has been tested by different researchers in many countries to find
out the association between internal financing and small business growth. Stam and
Garnsey (2007) explored the relationships between the start-up capital and the busi-
ness growth and showed that out of the five studies on impact of start-up finance on
firm growth or performance, three studies showed the positive relationship and the
other two showed insignificant relationship. Chen, Babb, and Schrader (1985) consid-
ered the profitability as the proxy of internal financial resources to see the relation-
ships with firm growth. They concluded that profitable firm have more internal
finance to generate the growth and subsequently can sustain that growth for the long
run. Study conducted by Rahaman (2011) revealed that the effect of internal funds is
statistically significant with firm growth and shows the strong positive relationship.
He also found that if internal funds increase for 10%, the growth of the firm will
increase at 7.39%.
Small firms all over the world have been found restricted access to the external
financing sources which is the significant constraint for their business operations and
growth (Berger and Udell 1998; Carpenter and Petersen 2002; Galindo and
Schiantarelli 2003; Kumar and Francisco 2005; Ayyagari, Demirg€uç-Kunt, and
Maksimovic 2007). Similarly, the study of Beck et al. (2006) revealed that the higher
external financing obstacle can be translated as the slower growth for small firms.
Hall, Hutchinson, and Michaelas (2004) and Cassar and Holmes (2003) showed
that the external finance, both short and long term, had positive associations with
firm growth. Musso and Schiavo (2008) conducted a study on 15,000 manufacturing
firms in French. Their study also showed that access to external finance had a signifi-
cant positive impact on the growth of the firms. In summary, most of the empirical
studies indicated that the growth of small firms was positively related to the exter-
nal financing.
3.2. Financial literacy of owner-manager and small firm financial growth
Financial literacy has been captured as one of the most interesting issues in any coun-
try and has gained much interest (Wachira and Kihiu 2012). In response, researchers
attempted to describe and measure the financial literacy (Huston 2010). Several terms,
such as financial literacy, financial education, financial knowledge, and so forth, are
found to be used interchangeably. According to Pipreka (2009), financial literacy is
the knowledge skills and information related to the financial issues by which the level
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of financial understanding of an entrepreneur can be measured. According to
Gavigan (2010), it is the ability to make qualified judgments and accurate decisions
for better use and managing money. On the other hand, Remund (2010) refers finan-
cial literacy as the position of one’s understanding about the key concepts of finance
and the capability of managing finances with proper decision-making and appropriate
financial planning.
Due to the complexity in the business finance arena, owner-managers of small
businesses are confronted with complex financial decisions in order to operate their
businesses. Financial literacy therefore should be considered as a crucial skill for
them. However, empirical studies revealed that in most of the countries, the level of
financial literacy is very low and only a few people understand the basic financial
concepts (Cole, Sampson, and Zia 2009; Lusardi and Tufano 2009). Most of the stud-
ies (Watson, Stewart, and BarNir 2003; Barringer, Jones, and Neubaum 2005;
Ahamad et al. 2012; Peters et al. 2014) indicated that the higher level of educational
background expedite the growth or performance of the small firms.
Study conducted by Ganyaupfu (2013) found the positive relationship between the
education and the small firm success. A good number of studies (Christelis, Jappelli,
and Padula 2010; Smith, McArdle, and Willis 2010; Yoong 2010; Lusardi and
Mitchell 2011) revealed that there is a strong positive relationship between financial
literacy and financial outcomes. According to Siekei, Juma, and Aquilars (2013),
financial literacy correlates with the business performance as it improves the ability
of the owner-manager related to the financial aspects of the business. Study con-
ducted by Bruhn and Zia (2011) on young firms found that the owners-managers
with high financial literacy levels achieved better business performance and sales.
According to Nunoo and Andoh (2012), in order to understand the financial prod-
ucts and services the owners of the SMEs should have the financial literacy as low
level of literacy prevent them from using services of financial institutions. Small firm’s
growth is arguably linked with the greater financial outcome, increased sales, and
other performance. Therefore, existing literature indicates the link between financial
literacy of owner managers and small firm growth, however, with a lack of clear
documentation in the developing market context like Bangladesh.
3.3. Government support and small firm financial growth
Small enterprises all over the world deserve more help form the government for their
growth and success. Baum and Locke (2004) argued that the success of the entrepre-
neurship business primarily depends on the role that any government plays for devel-
oping the business. According to L€utkenhorst (2006), the success of SME sector is
highly linked to how the government provides support to the business through devel-
oping policies and programmes and creating conducive environment for the survival
of firms. Many studies found the positive relationship between government support
and SME growth or performance although some other studies found insignificant
relationship between two constructs. Study of Jasra et al. (2011) found some factors
including government support had significant association with the success of small
and medium enterprises. Uddin and Bose (2013) from the sample of Bangladesh
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revealed that government support is significantly and positively correlated with the
SMEs success. Study of Kamunge, Njeru, and Tirimba (2014) also found government
policy and the regulations as the serious obstacles that affect the performance of
SMEs in Kenya.
Although a large body of literature found the positive relationship between govern-
ment support and SME growth or performance, many studies revealed insignificant
or even negative relationship. Study of Vixathep (2014) and Egena et al. (2014) in
Nigeria showed that government support has no substantial impact on the perform-
ance of SMEs. Rahman et al. (2019) found that government support did not play any
instrumental role in increasing the financial and non-financial performance of the
base of pyramid entrepreneurs in Bangladesh. Similarly, a study of Chen and Parker
(2007) on Taiwanese SMEs related to clothing and textiles industry also showed that
government support is not useful for improving the performance of SMEs. Moreover,
study of Man (2014) in Malaysia revealed that SME sector in the country do not
depend on government support for their business operations and such support do
not play significant role for enhancing the performance of SMEs.
From the above discussion, it is found that the literature specifically on small firm
growth is very scant and the link between the resources used in the study with small
firm growth is also limited and inconsistent. Even the findings of these previous stud-
ies either specifically on small firms or SMEs show conflicting results. Where there
are inconclusive findings of previous research, Baron and Kenny (1986) suggested a
test of moderation effect. Such a notion motivates the researcher to examine the
moderating role of the government support on the relationships between finance,
financial literacy and small firm growth.
4. Research model and hypotheses
From the literature review it is evident that the growth phenomenon of small busi-
ness is heterogeneous mainly due to the impact of various internal and external
resources. As per the concept of the theory of RBV (Barney 1991) two important
resources, finance and financial literacy of owner-manager, are used as the independ-
ent variables to find out their impact on the growth of small firms. Figure 1 shows
the proposed model. In addition to the direct relationship between the independent
and dependent variables, the study also uses government support as the moderating
variable with the expectation that it will enhance the relationship between the inde-




Small Firm Financial Growth
Figure 1. Research model.
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After establishing the business, small firms use their internal funds for the oper-
ation and expansion of the business. But, when the internal funds of the firm are
exhausted, firms mostly rely on the external funds. As financial resources are the fun-
damental requirements for the firm growth, the framework shows that there should
have some relationship between the financial resources and the small firm growth. If
firms are able to finance their operations with the internal or external funds, it may
affect positively to the growth of small firm.
A vast majority of the previous studies (Ayyagari, Demirg€uç-Kunt, and
Maksimovic 2008; Franco and Haase 2010; Ahmed and Hamid 2011; Rahaman 2011;
Yazdanfar 2012; Raravi, Bagodi, and Mench 2013; Islam, Yousuf, and Rahman 2014)
found that financial resources, both internal finance and external finance, and the
growth (financial and non-financial) of small firms are significantly positively corre-
lated. Although small businesses all over the world face severe internal and external
financial problem (Malo and Norus 2009; Raravi, Bagodi, and Mench 2013), the
developing countries face more constraints compared to the developed countries
(Delberg 2011). In Bangladesh like many other developing countries small firms face
severe constraints while financing their start-up, operations, and growth. Their access
to formal credit is not easier compared to medium and large enterprises. Thus, this
financing problem hinders their normal business operations that subsequently hinders
the potentiality of future growth (Chowdhury and Ahmed 2011; Khan et al. 2012;
Mamun, Hossain, and Mizan 2013; Uddin and Bose 2013; Islam, Yousuf, and
Rahman 2014). Therefore, the study expects that if small firms operating in
Bangladesh have better access to financial resources their financial growth will be
enhanced. Hence, the study recommends the following hypothesis:
H1: There is a significant positive relationship between finance and small firm financial
growth in Bangladesh.
Financial literacy is one of the important characteristics of owner-manager that
enhances their knowledge, skills, and qualities capabilities to effectively manage the
financial resources. In order to manage the financial activities, proper investment and
dealing with the external financial environment, financial literacy of the owner-man-
ager is the precondition.
For small businesses, generally the owner-manager starts the business and accepts
all the responsibilities for the operations of the firm. Therefore, the growth of the
firm depends on the effective financial management. Nowadays the business environ-
ment is very complex and most of the owner-managers of small businesses face sev-
eral problems while taking important financial decisions in order to operate their
businesses. In this regard, financially literate owner-manager can effectively manage
the firm financial resources and can end up with a better plan for the future expan-
sion and growth of the business. On the other hand, the low level of financial literacy
adversely affects the growth of the business (Nunoo and Andoh 2012).
Many previous studies (Hardwick and Adams 2002; Smith, McArdle, and Willis
2010; Yoong 2010; Lusardi and Mitchell 2011) revealed that there is a strong positive
relationship between financial literacy and firm growth. According to the Siekei,
Juma, and Aquilars (2013), financial literacy correlates with the business performance
as it improves the ability of the owner-manager related to the financial aspects of the
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business. Study conducted by Bruhn and Zia (2011) on young firms found that the
owners-managers with high financial literacy levels achieved better business perform-
ance and sales. In Bangladesh, most of the owner-manager of small businesses lack
proper education, relevant experiences and financial literacy that results the poor
financial access and management. Choudhury (2014) argued that the promotion of
financial literacy among micro and small business owners in Bangladesh can remove
the obstacle of access to finance for ensuring the sustainable growth of the sector.
Thus, if the owner-manager can gain sufficient amount of financial skills and know-
ledge, it will help them to take proper short and long term decision regarding finan-
cial resources which ultimately gear-up their businesses growth or performance.
Therefore, the study proposes the following hypothesis:
H2: The financial literacy of the owner-manager is significantly positively related to the
financial growth of small business.
It is very common for every country that small businesses largely contribute to the
economy through employment creation and fulfil the needs of local customers by
producing diversified products and services. As a result, it is a great concern for the
governments of any country to emphasis on development of small business sector
with a good number of support programs in order to ensure the economic stability
(Butler 2008). Due to their characteristics of smallness and larger number, small firms
deserve more help from the government sector for developing themselves and subse-
quently to contribute to the economy. Therefore, in many of the countries either
developed or developing, government play a pivotal role for developing the SME sec-
tor (Handoko, Smith, and Burvill 2014).
Many previous studies found the positive relationship between the government
support and the SME growth or performance although some other studies found
insignificant and negative relationship between the two constructs. Studies of Jasra
et al. (2011) in Pakistan; Uddin and Bose (2013) in Bangladesh; Lee, Sohn, and Ju
(2011) in china; Hansen, Rand, and Tarp (2009) in Vietnam; Bah and Cooper (2012)
in Kenya and so forth found the positive relationship between different aspects of
government support and SMEs growth or performance. On the other hand, many
studies confirmed an insignificant relationship (Chen and Parker 2007; Man 2014;
Vixathep 2014). Also there is evidence of a negative relationship (Egena et al. 2014).
In Bangladesh, government and other stakeholders have undertaken various finan-
cial and non-financial support initiatives for the development of small businesses.
Although there are some initiatives available for them, unfortunately most of the
small businesses especially operating in the semi-urban or rural areas are not aware
about these supports or even they know, many of them do not have the proper
access. As a result, they lagged behind the other group who know and get the support
from the government and its agencies. It is expected that if the government design
good policy initiatives with a package of support, provide infrastructures facilities
including access to road, electricity, water, sewerage, and so forth and also ensure the
regulatory, legal, and conducive environment, this variable will enhance the relation-
ship of aforementioned resources and the small firm financial growth. Therefore, the
study hypothesizes following:
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H3: Government support significantly enhance the relationship between finance and
small firm financial growth.
H4: Government support significantly enhance the relationship between financial literacy
and small firm financial growth.
5. Methodology
5.1. Research design
Based on the research objectives and hypotheses, the current research adopts the
quantitative method, to examine the relationship between independent and dependent
variables, as well as the moderating effect of an interacting term. To achieve the
research objectives, survey research design was employed and a structured question-
naire was used as the research instrument. A cross-sectional analysis is done as data
has been collected at a specific point in time.
5.2. Sample and data collection
As the study concerns financial growth of small firms, the unit of analysis consists of
small firms operating in Bangladesh. To collect data, interview was conducted
through structured questionnaire among owners or managers where owners are
absent from their businesses operation. To select small firm, the definition of
Bangladesh Bank (the central bank of Bangladesh) has been accepted (provided by
SME Credit Policies & Programmes Department with circular no. 4 in July 2015).
The target populations of the study were the small businesses operating in three
major divisions (Dhaka, Rajshahi, and Chittagong) out of seven divisions
of Bangladesh.
The study considered Krejcie and Morgan (1970) table to determine total sample
size. According to Economic Census 2013 of Bangladesh Bureau of Statistics there are
859,318 small businesses are operating in Bangladesh (Bangladesh Bureau of Statistics
2015). Out of the total number, 598,645 small businesses (70%) are located in three
selected divisions. Hence, based on Krejcie and Morgan table 382 small businesses
were selected as the sample size. However, to reduce the sampling error and to min-
imize the non response rate, the total sample size were multiplied by two (Hair et al.
2008). Therefore, the total 764 questionnaires were administered. As the list of small
enterprises including their addresses except the total number was not available in
Bangladesh, the probabilistic sampling technique cannot be applied. Hence, the study
considered non-probabilistic sampling technique to make the survey manageable but
within reliable limits.
Out of 764 questionnaires, the researcher received 426 questionnaires. From 426
questionnaires researcher found 19 questionnaires unusable and finally used 407
questionnaires for the study. The response rate of this survey was 55.47%, which was
possible due to multiple personal visits to the premises of the small businesses.
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5.3. Measures
The study considered both internal and external sources of finance to measure
finance of the small businesses. Shariff and Peou (2008) Conducted a study by using
firm financing as independent variable to test its relationship with SME performance
from the sample of Cambodia. The study adapted 11 items used by them and modi-
fied some items as per the contextual requirement. Two items are deleted and
another two items are added from the study of Federico, Rabetino, and Kantis (2012)
according to expert opinions. The final list of items is shown in Appendix A.
Respondents were asked to anchor this variable on a 5-point Liker scale, which
ranges from 1¼ strongly disagree to 5¼ strongly agree.
The study defined financial literacy as the combination of knowledge, skills and
the ability of the owner-manager to take important financial decision. The previous
literature of financial literacy showed that no standardised measure is available in
order to measure the financial literacy of owner-manager (Cole and Fernando 2008).
However, the study measured financial literacy by adapting 10 questions from differ-
ent categories which are used in a previous study of Lusardi and Mitchell (2007)
those are evaluated with 10 marks. Appendix B shows the categories of questions that
are used for measuring the financial literacy of the owner-manager of small firms
in Bangladesh.
Government generally provides the financial and non-financial support to the
small business. In Bangladesh, government provides the financial support mostly
through some refinancing schemes of the central bank. Since the study used financial
resources as one of the independent variables, any kind of financial support was
included under ‘finance’ variable. Therefore, the non-financial supports of the govern-
ment were considered to measure the government support variable. Focusing a uni-
dimensional measurement, eight items were used to measure Government support
variable that were adapted from the studies of Yusuf (1995), Hansen, Rand, and Tarp
(2009), Rashid (2012), Abdullah (1999), and Hung et al. (2011). Appendix C shows
the list of items.
The dependent variable of the study is the small business financial growth which
was measured through four growth indicators such as sales, profits, total asset size,
and additional capital and adopted from Wickham (2006). Respondents were asked
to anchor these two variables on a 5-point Likert scale, which ranges from
1¼ strongly disagree to 5¼ strongly agree.
5.4. Data analysis techniques
The study used both descriptive and inferential statistics to analyse data. For data
analysis and other hypotheses testing, different inferential statistical techniques are
used. For the purpose of data preparation and analysis, the study considered SPSS
version 22 and Structural Equation Modeling (SEM). SEM is considered as a multi-
variate technique that combines the aspects of multiple regression as well as factor
analysis to assess a series of interconnected dependence relationships simultaneously
(Hair et al. 2010). SEM can also assess the reliability, validity and the uni-dimension-
ality of each individual construct (Hair et al. 2006).
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Out of two different types of SEM (CB-SEM and PLS-SEM), the study considered
PLS-SEM for data analysis. There are two step processes for estimating and interpreting
PLS model which are the assessment of measurement model and the structural model
(Hair, Ringle, and Sarstedt 2011). The measurement model can be evaluated through
convergent validity and discriminant validity (Henseler, Ringle, and Sinkovics 2009;
Hair, Ringle, and Sarstedt 2011). The indicator reliability, average variance extracted
(AVE) and composite reliability (CR) for convergent validity and Fornell–Larcker criter-
ion and/or cross loadings for discriminant validity. To evaluate the structural model, the
coefficient of determination (R2) as well as the level of significance of the path coeffi-
cients, standard error, t-value and p-value are considered as the main evaluation criteria
(Henseler, Ringle, and Sinkovics 2009; Hair, Ringle, and Sarstedt 2011). This is done
through the bootstrapping procedure in SmartPLS 3 for both the main effect model and
the moderating effect. The study used 1000 re-sampling for bootstrapping to test the sig-
nificance of the regression coefficients. To test the interaction effects of moderators, the
study used product indicator approach. In this approach, interaction term is derived by
the multiplication of each item belong to endogenous variable and each item belong to
moderating variable (Wilson 2010).
6. Results
6.1. Respondent profile
The unit of analysis of this study was small firm and the respondents were owners or
the managers where owners are absent from their businesses operation. The survey
findings on the respondents profile are summarised in Table 1. About 70% of the
total respondents were the owners and the rest 30% were managers. Almost all the
respondents (96.56%) were male except 3.44% of female. Around 41% of the respond-
ents completed Higher Secondary Certificates (HSC) followed by 31.70% in bachelor
degree. The level of education for secondary or less was around 20%. A small portion
(around 6%) of respondents completed the postgraduate degree and the respondents
having diploma was very negligible (1.72%).
The majority of business had low business experience in terms of their age.
Around 60% of sample firms were less than 10 years old and 40% were more than
10 years. The survey results showed that more than half (58.72%) of the sample firms
were trading concern, 22.36% were service oriented firms and only 18.92% were man-
ufacturing firms. According to the survey results, the lion portion (around 87%) of
the sample firms were in between BDT 0.5 and 10 million in terms of asset without
land and building and rest of them has over BDT 10 million. In terms of number of
employees, the majority (around 67%) of the businesses had less than 10 employees.
The majority of the respondents (around 60%) were form urban areas, 23.83% from
the rural areas and only 16.46% of them from the semi-urban areas (Table 1).
6.2. Common method bias
The study used a cross sectional survey method that indicates all kinds of data was
collected from a single respondent within a firm which may create the problem of
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common method bias (Podsakoff et al. 2003). The study performed Harman’s single
factor test to identify the potential problem. For this purpose, an un-rotated factor
analysis was conducted for all measurement items that extracted four factors with
eigenvalues equal to one. The total four factors contribute 63.124% of the total vari-
ance. The first factor accounted for 24.313% of the variance. Therefore, it is con-
cluded that the common method bias is not the major concern for this research.
6.3. Measurement model evaluation
According to Hair, Ringle, and Sarstedt (2011), reflective measurement model should
be evaluated through interpreting their reliability and validity. Therefore, the meas-
urement model is assessed through convergent and discriminant validity (Chin 2010).
Convergent validity is assessed by using factor loadings, AVE and CR (Hair et al.
2010). For items loading, the study considered minimum loading value of 0.6 as rec-
ommended by Chin (1998). All the loadings were more than 0.6. The cut-off value
Table 1. Respondents profile.














3–10 years 243 59.71
11–18 years 116 28.50
19–26 years 38 9.34
27–34 years 9 2.21





Size of business (BDT)
(Total fixed asset without land and Building)
0.5 million–10 million 354 86.98
10 million–20 million 19 4.67
20 million–30 million 10 2.46
30 million–40 million 13 3.19
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for AVE should at least 0.5 and higher that indicates a satisfactory convergent validity
(Henseler, Ringle, and Sinkovics 2009; Hair et al. 2014). The convergent validity in
terms of AVE shows the satisfactory result as all the constructs have more that 0.5 of
minimum threshold. The study found CR higher than the recommended value of 0.7
(Hair et al. 2014) for all the constructs. Finally, it can be said that the measurement
model satisfied all the requirements of convergent validity that is shown in Table 2
and Figure 2.
Table 2. Convergent validity.
Construct Item type Item Loadings AVE CR











Financial Literacy Reflective FINLIT 1.000 1.00 1.00












Figure 2. Measurement model.
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Discriminant validity is estimated to examine the differences between two concep-
tually different concepts (Henseler, Ringle, and Sinkovics 2009). Fornell–Larcker cri-
terion has been put forwarded in order to assess discriminant validity (Hair et al.
2013). According to Fornell and Larcker (1981) criterion, the correlations between
constructs should be compared with the square root of the AVE for that constructs
and all the diagonal value of the constructs must be greater than the corresponding
off-diagonal constructs (Chin 2010). The results of the discriminant validity which is
exhibited in Table 3 revealed that all the diagonal values of the constructs were
greater than the corresponding off-diagonal constructs. Therefore, the results signify
the adequate discriminant validity of the measurement model.
6.4. Structural model evaluation
The coefficient of determination (R2), beta as well as the level of significance (t-val-
ues) of the path coefficients are the main evaluation criteria for assessing structural
model (Hair et al. 2014). The study used 1000 re-sampling for bootstrapping proced-
ure to estimate the statistical significance of the path coefficient (Hayes 2009). Beside
the basic measures, the study also reported the predictive relevance (Q2) and the
effect size (f2) as suggested by Hair et al. (2014) and Soto-Acosta, Popa, and Palacios-
Marques (2015).
The R2 of the financial growth was found 0.250 that is substantial as recommended
by Cohen (1988). The value of R2 indicates that 25% of the variance in financial
growth is explained by the two independent variables (finance and financial literacy
of owner-manager). The study found that both finance (b¼ 0.154, p< 0.01) and
financial literacy (b¼ 0.471, p< 0.01) have significant positive relationship with finan-
cial growth of small firm. Therefore, hypotheses H1 and H2 were supported that
summarizes in Table 4.
The study also assessed effect size (f2) to show the substantive significance. The
statistical significance like a p value can only shows whether an effect exists and does
not reveal the size of the effect and thus in reporting and interpreting results, both
the substantive significance (effect size) and statistical significance (p value) are essen-
tial (Sullivan and Feinn 2012). Cohen (1988) provided the guideline for measuring
the magnitude of the effect size and suggested that 0.02, 0.15, and 0.35 represent
Table 3. Discriminant validity of measurement model.
FIN FINL GS SFFG
FIN 0.714
FINL 0.032 Single item
GS 0.022 0.002 0.779
SFFG 0.169 0.476 0.062 0.763
Table 4. Structural model.
Hypothesis Relationship Std Beta Std Error t-value Decision R2 f2 Q2
H1 FIN -> SFFG 0.154 0.037 4.200 Supported 0.032
H2 FINL -> SFFG 0.471 0.033 14.343 Supported 0.250 0.296 0.141
p< 0.01.
FIN¼ Finance, FINL¼ Financial literacy, SFFG¼ Small firm financial growth.
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small, medium and large effects sizes, respectively. According to this guideline, both
the relationships showed (Table 4) substantive impact. However, finance showed
small effect and financial literacy showed moderate effect.
Further, the study also accessed the predictive relevance (Q2) that regarded as an
additional assessment of model fit (Duarte and Raposo 2010). This assessment is per-
formed by using the blindfolding procedure. According to Hair et al. (2014), blind-
folding procedure should apply only for endogenous constructs that have a reflective
measurement. For the Blindfolding setting, the study used omission distance (OD) of
7 as suggested by Hair et al. (2012). The value of Q2 greater than zero (0) indicates
that the model has predictive relevance for a specific endogenous construct whereas
the value of Q2 lower than zero denotes lack of predictive relevance (Hair et al.
2014). Thus, the result (Table 3) of Q2 0.141 with financial growth indicates that the
model has sufficient predictive relevance (Table 4).
6.5. Moderating effect
For the interaction effect of moderator, the study used product indicator approach as
both the endogenous (small firm financial growth) and moderator variables
(Government support) are continuous variable. To test the significance of the inter-
action effect, the study used 1000 bootstrapping re-sampling. The overall results
showed that the hypotheses for two interaction effects of government support with
financial growth were not supported. Table 5 summaries the results of the moderat-
ing effect of government support.
The interaction effect of government support with finance and financial growth
(b¼ 0.154, t¼ 1.418) and financial literacy and financial growth (b¼ 0.077,
t¼ 1.905), were not significant as the t values were all below the minimum cut-off
value of 1.96. Therefore, the hypotheses of H3 and H4 were not supported. Both the
hypotheses assumed that the relationships between the independent and dependent
variables would be higher when small firms receive government support. However,
the results revealed that government support reduce their positive associations which
opposed the hypotheses direction.
7. Discussion and conclusion
The main intent of the study is to explore the impact of finance and financial literacy
of owner-manager on the financial growth of small firm. Besides, based on the previ-
ous literature, the study also expected that government support supposed to enhance
the relationships between these resources and financial growth of small firm. In order
to achieve such goals, the study conducted a quantitative research to confirm and test
the hypothesized relationships using sample from owner-managers of small firms
Table 5. Moderating effect of government support.
Hypothesis Interaction effect Std. Beta Std. Error t-value Decision
H3 FINGS -> SFFG 0.154 0.109 1.418 Not supported
H4 FINLGS -> SFFG 0.077 0.040 1.905 Not supported
FIN¼ Finance, FINL¼ Financial literacy, GS¼Government support, SFFG¼ Small firm financial growth.
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operating in Bangladesh. There is a common statement that all the firms either big or
small use various kinds of internal and external resources for its operations in order
to generate growth and survival. The study examined the relationship between
finance, financial literacy and small firm financial growth through the structural
model. The results revealed that finance has significant positive relationship with
financial growth of small firms in Bangladesh. This finding is consistent with the
arguments of theory of RBV (Barney 1991).
A vast majority of the previous studies (Ayyagari, Demirg€uç-Kunt, and
Maksimovic 2008; Franco and Haase 2010; Ahmed and Hamid 2011; Rahaman 2011;
Yazdanfar 2012; Raravi, Bagodi, and Mench 2013; Islam, Yousuf, and Rahman 2014)
in different contexts also found that finance is significantly positively correlated with
small firm growth. Access to finance facilitates small businesses to enter into the mar-
ket, to generate expansion, reduce the riskiness of the firms, and help innovation and
to capture opportunities for future growth. From the start-up to the maturity, in all
stages firms need financial resources in order to generate other resources to facilitate
growth. Small firm generally start business with their own savings or other financial
help from friends and relatives. But when they require additional funds for financing
the growth they rely on the external sources for accelerating that growth prospects.
Consequently, lack of required capital may result the small firms to fail to generate
their expected growth in terms of sales, assets, additional capital or profit.
The study found a very strong positive relationship with financial literacy and small
firm financial growth in Bangladesh. A good number of previous studies (Smith,
McArdle, and Willis 2010; Lusardi and Mitchell 2011; Ganyaupfu 2013; Peters et al. 2014)
also revealed the similar associations between financial literacy and financial outcomes of
firms in different context. The owner-managers are the important resources for the small
firm who make plan, use other resources and take all kinds of decisions including the
financial and investment decision as well as carry out the functional activities of their
business; all of which ultimately affect their financial growth. In order to manage the
financial activities, proper investment and dealing with the external financial environment,
financial literacy of the owner-manager is the precondition.
The study used government support as the moderating variable. The interaction effect
of government support with finance, financial literacy and financial growth were found
insignificant. This means that government support is not able to enhance the relationship
between finance, financial literacy and small firm growth in Bangladesh. The results found
in the study contradict with the standpoint of earlier researchers and scholars. The study
argues that the government support may not play its intended role if the support is not
disseminated in a proper way. This is not surprising since one of the recent studies
(Szczygielski et al. 2017), in the context of Turkey and Poland, have revealed that
inappropriate institutional framework of government support may in effect be inefficient,
or worse, impede the upgrading of physical and human capital.
7.1. Theoretical implications
There is no direct theory related to the small firm’s growth and the factors affecting
their growth. In their research, Dobbs and Hamilton (2007) and Omar, Lim, and
Basiruddin (2014) reveal that there is no unified theory presently available related to
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small firms’ growth and also it is remain in the outside of the reach of scholars.
Although there is no unified theory to be contributed, but the theory of RBV is more
relevant in this context. The study in the field of SME and finance literature employ-
ing the RBV is very narrow (Lockett and Thompson 2001) with some exceptions.
Mac An Bhaird (2010) strongly supports more empirical and theoretical studies in
SME research employing the RBV to address the paucity of studies especially in the
field of economics and finance literature. Current study contributes to the RBV the-
ory in the context of manufacturing, trading and service sector of developing coun-
tries like Bangladesh. The study also considered government support as the
moderator between the resources and small firm growth and end up with the argu-
ment that government support does not play the role between these relationships.
This study extends the theory of RBV by including a quality dimension, more specif-
ically the quality of financial literacy, which is the owner-manager resource that con-
tributes to effective management of the firm financial resources and end up with a
better plan for the future expansion and growth of the business. This study also indi-
cates that government support does not play its role in such context, which is, argu-
ably, due to the weakness of the framework of the government support distribution.
7.2. Practical implications
There are many stakeholders who are actively involved with the sectors for different
purposes and be benefited from the current research output. The Government and its
related departments those are working for the betterment of the sector can take the
lessons for their future course of action. Since there is no such research exists using
these resources into a frame with the growth of small business segment, the stake-
holders will have at least the idea, from the large sample, about the nature and degree
of impact on small business growth as well as how these resources affect growth. The
financial institutions or any other lenders who want to lend money in the small busi-
ness segment can have the idea about the firms’ growth and the influence of resour-
ces on growth that may help them in their credit appraisal decision. Besides, the
practitioners including the researchers and policy makers can easily use the research
output for further research as well as for designing policy initiatives. In addition to
that from the current research output small business owner/manager will have the
lessons those may be adopted for designing their future business plan or may be used
as the early warning signal. Moreover, as per the financial literacy is concerned, the
government bodies, private organizations providing business development support,
policy makers, and practitioners will have the idea about the most critical problems
which must be addressed before launching any knowledge and skill development pro-
grams to enhance their financial literacy.
7.3. Limitations and future research directions
In this research, only two important resources, finance and financial literacy are used
which cannot generalize the impact of resources on small firm growth. Thus, more
resources, both tangible and intangible, may include in a model to study in future.
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Like government, many NGOs and private organizations also work for small business
development, Therefore, further research can be done by using such variables as
moderator. The study considered only the financial growth of small business although
the non-financial growth measure is also important. Hence, further research can be
done to see the impact of finance and financial literacy on the non-financial growth
of small firm.
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Appendix A: Items for measuring finance
Appendix B: Questions category for measuring financial literacy
of owner-manager




FIN3 Informal sources of finance
FIN4 Accessed to commercial banks’ loans including the refinancing scheme
of government.
FIN5 Alternative sources of finance (advances, deferred payments, second-hand
equipment, leasing and factoring)
FIN6 Banks require many conditions
FIN7 Higher requirements of collateral
FIN8 High interest rate
FIN9 Financial institutions do not deal with SMEs
FIN10 Use of financial report standard





4 Time value of money
5 Risk diversification
6 Risk and return





GS1 Adequate infrastructure (access to road, electricity, water, telephone, and so forth) to run the business.
GS2 License application and registration process.
GS3 Tax incentives for small business.
GS4 Favorable government policy
GS5 Maintain law and order situation
GS6 Skill training programs for small business owner-manager
GS7 Relevant information/ knowledge that assist small firm
GS8 Creation of local business environment that encourages business development
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